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Health Economics

If a policy-maker in the Planning Commission has Rs 20 million for a new health
care project should he allot this sum to a diarrhoeal diseases control programme
or a rheumatic fever control programme? Should the director of a hospital
sanction funds for a whole body cr scanner or a neonatal intensive care unit?
Is lithotripsy a cost-effective alternative to surgery for "gallstones?

It is a cardinal tenet of economics that society must employ its scarce productive
resources, which have several competing alternative uses, in the most optimal
manner possible.' The principle of 'opportunity cost' recognizes that the cost
of a project is not merely the expenditure involved but the foregone benefits of
an alternative programme which may have been funded by the same money.
The discipline of health economics studies inter- and intra-sectoral dynamics of
resource utilization and isof relevance to policy-makers and practising clinicians.2

When the problem is one of exercising a choice between two or more pro-
grammes which result in identical clinical consequences, 'cost analysis' or
'cost-minimization analysis' would suffice." However, when different pro-
grammes with differing costs and benefits are to be compared, 'cost-effectiveness
analysis' needs to be performed. Thus, in patients with uncomplicated acute
myocardial infarction, general ward care and coronary unit care may both save
lives, but to differing extents. Which of the two is preferable depends on the
'incremental cost-effectiveness' (extra cost per extra life saved). A comparison
of the cost per year of life gained by kidney transplant, hospital dialysis and
continuous ambulatory peritoneal dialysis for chronic renal failure can suggest
how the budget for renal failure treatment should be spent. 4 Similarly, cost-
effectiveness analysis of two diagnostic strategies will indicate 'cost per case
correctly diagnosed'. However, the quality of life provided by therapy often
becomes a determinant in the choice of therapy, for example in preferring renal
transplantation to chronic dialysis or while considering the benefits of cancer
chemotherapy against the morbidity caused by these drugs. In such cases, we
need to employ a 'cost-utility analysis' which evaluates the 'cost per quality
adjusted life year' after developing utility measures for positive as well as nega-
tive health effects (often employing patient derived 'utilities'). Valuation of all
the costs and benefits, direct and indirect, in terms of money will yield net
benefit estimates which enable us to compare even dissimilar programmes
(cost-benefit analysis). The costs in all these types of analysis will need to take
into account direct costs (borne by health care providers, patients and their
families), indirect costs (time lost from work for patients as well as families) as
well as costs borne external to the health care sector. The benefits too are direct
(averted medical care costs to the health service, patient and family) as well as
indirect (savings in lost work-time). The more intangible benefits such as
reduced pain and suffering are also economic benefits because individuals
value health for its own sake."
" The choices are usually not on an all-or-nothing basis. The question is often
one of scale and involves a decision not on whether we should undertake a
programme at all but on how much of it should be done to use scarce societal
resources most efficiently. The concept of 'marginal' costs and benefits therefore
becomes important in weighing 'the extra cost of an extra unit of programme
input. For example, a study evaluating the recommended protocol of six
sequential stool guaiac tests for detection of asymptomatic colonic cancer
demonstrated that while the average cost of each case detected by the six tests
was $2500, the incremental cost per extra case detected by performing a sixth
test (having already performed five) was $47 millionl>

Clinicians often react angrily to any suggestion of cost-effectiveness by
declaring that life cannot be priced and all attempts to evaluate health care
programmes from an economic standpoint are unethical. What they do not
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realize is that the money which is being used for their chosen health care pro-
gramme may have been diverted from one that is potentially more beneficial.
Though the victims of such a diversion remain nameless and faceless and hence
do not trouble the conscience of these clinicians, not undertaking an economic
evaluation of a programme which saves more lives is a truly unethical act.
Health economists do agree that the principle of 'equity' must sometimes take
precedence over comparative cost-effectiveness, as for example health pro-
grammes in rural areas where transport costs are likely to make them costlier
than those in urban areas.!

While the techniques of micro-economic evaluation deal with situations
where the effects are essentially intra-sectoral or have minimal inter-sectoral
effects ('partial equilibrium framework'), many major health programmes,
through their demographic effects, have a far-reaching influence on other sectors
of the economy (such as availability and productivity of labour, agricultural
output etc.). These require macro-economic evaluations ('general equilibrium
framework'). An assessment of the economic effects of malaria in Sri Lanka
took account of its impact on mortality, morbidity and fertility and used a
micro-economic model to simulate their consequences for growth in income.s
Health policy planning in developing countries is likely to involve such major
inter-sectoral effects and macro-economic evaluations."

A useful survey" of existing evidence on the economic evaluation of health
care related projects in India concluded that integrated services were more
cost-effective than single services; that emphasis on outreach led to better use
and better coverage for the population at risk; that the per capita investment of
special projects was low but higher than that of the government services and
that nutrition projects were the most expensive. A study performed in Narangwal,
Punjab, demonstrated that integration of nutrition and health care services
improved growth and development and reduced morbidity and mortality rates
as much as separate programmes of nutrition and health care respectively, for
much less than the combined cost of the separate packages."

Are we well equipped in India to undertake economic evaluation of health
care projects on a wide-ranging scale? While there are. many traditional
economists proficient in micro- as well as macro-economic techniques, not
many have undertaken research on health services programmes. There are few
clinicians with an awareness of economics. Since the appreciation of costs and
benefits in dealing with human suffering requires both clinical and economic
understanding, a cadre of clinicians trained in health economics and
economists with an interest in health care should come together to undertake
such research. Perhaps it is time for the Planning Commission to help organize
such an integrated expert group.
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